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Annuity Insurance. 


Good Agency Contracts for Reliable Men. 


JAMES T. PHELPS & CO., State Agents, 
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of desirable contracts is called to the 
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CHANGE OF BENEFICIARY CLAUSE IN LIFE-INSURANCE. 


Continued Discussion of the Subject by Actuaries—Mr. Charlton T. Lewis Contributes 
Some Valuable Suggestions upon Its Legal Phases — Actuary 
Van Cise Presents Other Views. 


The clause, first introduced in the 
life-insurance policy six years ago by 
the Equitable Life, and since adopted 
by the majority of the companies, 
permitting the insured to change the 
name of the beneficiary at any time, 
if he so desired, has occupied the at- 
tention of company managers, agents, 
and actuaries for more than a year. 

The public discussion of the ques- 
tion was first introduced at the meeting 
of the Actuarial Society of America 
one year ago by Mr. William McCabe, 
of the North American Life-Insurance 
Company of Toronto. 

Mr. McCabe claimed that in using 
this clause the companies subjected 
themselves to the possibility of paying 
losses twice in those states and Cana- 
dian provinces where laws existed 
protecting the beneficiary named in 
the policy against the claims of cred- 
itors. Healso held that it was doubt- 
ful if the companies had any moral 
right to insert a clause of this char- 
acter where the beneficiary’s rights 


were so recognized and established by 


law. 

The discussion of the proposition 
was continued by Mr. Joseph A. De- 
Boer, then actuary and now President 
of the National Life, at the annual 
meeting of the society in October. 
Mr. DeBoer claimed that it was not 


only right for the companies to make 
use of such a clause in the contract, 
and that in so doing they were meet- 
ing the public demand for a recogni- 
tion of the rights of the premium- 
payer to dispose of the proceeds of 
his policy,—but he felt that it was 
legally sound for them to do so. 

At the May meeting of the Actu- 
arial Society the subject was again 
brought up, and considerable addi- 
tional light gained. The conclusions 
reached are of the utmost importance 
toagents and managing underwriters. 
Among those who participated in the 
McClintock 
and Lewis of the Mutual, Miller of 
the Mutual Benefit, Van Cise of the 
Equitable, McCauley of the Sun, and 
Torrey of the Manhattan. Mr. Mc- 
Clintock seemed to take the position 
that it was right for the companies to 
in the contract for 


discussion were Messrs. 


insert the clause 
any applicant who wanted it, but he 
thought there might be a question as 
to whether it were wise to do so under 
any other circumstances. 

Mr. Miller stated that his company 
at present includes this clause in all 
its policies. Occasionally there is a 
request to make the interest of the 
beneficiary absolute, and this he took 
to be an indication that intelligent 
business men appreciated the fact that 
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the clause subjected the policy to 
some danger of attachment by cred- 
itors. But the infrequency of these 
requests seemed to him also to be 
evidence that a very large proportion 
of careful insurees preferred to have 
the right to change the beneficiary, 
notwithstanding the slight element of 
danger surrounding it. 

Mr. Torrey said that his company 
does not use the change of beneficiary 
clause; that when the applicant asks 
for the same he is recommended to 
take out a policy made payable to his 


estate, which, in Mr. Torrey’s opinion, - 


is practically the same thing. He 
stated that where the case was put in 
this way the applicant had written 
back, in ninety-nine cases out of a 
hundred, requesting that the policy 
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be made payable to the wife, if living, 
otherwise to the children. 

The most interesting portion of the 
discussion was that taken part in by 
Mr. Charlton T. Lewis. 
is recognized as the leading legal 
authority on life-insurance matters in 
this country. His statement of the 
case was made at the special request 


Mr. Lewis 


of one of the members of the society. 
What he says upon the matter is not 
only clothed with authority, but is 
presented with unusual 
In connection with Mr. Lewis’ pres- 
entation of the matter we reprint 
some pertinent questions and sugges- 
tions made by Mr. Van Cise, together 
with Mr. further comment 
thereon. 


clearness. 


Lewis’ 


WHAT MESSRS. LEWIS AND VAN CISE HAVE TO SAY ON THE QUESTION. 


Mr. Lewis: My interest in this 
subject was excited at our former 
meeting simply, or chiefly, by the 
confident assertion which I under- 
stood at that time to be made by 
some advocates of the proposed clause 
authorizing the change of beneficiary 
at will, that such a clause could be 
inserted in the policy, and that the 
policy could still be-issued under the 
protection of the special laws exempt- 
ing the proceeds of it from the claims 
of creditors. 

My contention was that this is im- 
possible. That there is no device of 
words by which the two conditions 
can be reconciled. The policy may 
either belong to the beneficiary as a 
vested interest, and then it is pro- 
tected by the law from the claims of 
creditors, or it may be within the 
control of the insured, and if so it is 
a part of his estate, and subject to 
the claims of creditors. 


Now, I understand that this prin- 
ciple is accepted by all. All admit 
that the policy, if it is issued with a 
clause authorizing the insured at will 
to change the beneficiary, no matter 
who is named as beneficiary in the 
policy, is not within the terms of any 
of the laws designed to protect the 
policies of wife and children from 
creditors. 

The whole difficulty in our discus- 
sion here arises from the lack, f 
think, of clearness in grasping one 
general rule which the courts will 
apply in the interpretation of every 
contract, and that is they will look 
not at the form of words but at 
the substance. It is the substantial 
right of each of the parties which is 
to be considered by the courts. They 
look through the shell, the mere form 
of words, and always aim to reach the 
intention of the parties. Of course, it 
is a rule of interpretation that the in- 
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tention of the parties is to be derived 
from the words which they use, and it 
is the desire of the courts to give effect 
to every word and to every clause as 
far as it can be properly done, but still 
the uniform rule of interpretation for 
every contract is to find the intention 
of the parties as determining the sub- 
stantial rights of each of them. 
Now, look at the 

supposed contract of 


nature of this 
insurance by 
which a life is insured for the benefit, 
as stated in the policy, if you will, of 
a widow or of children, but with a 
reserved right on the part of the in- 
sured to change the beneficiary at his 
will. What are the substantial rights 
of the parties ? 

It is evident that these rights are 
exactly the same as if the policy were 
issued to the man upon his own life, 
as a part of his estate, payable to his 
executors or administrators, and he 
by will should bequeath the proceeds 
of it to his wife or his children. The 
substantial rights of the parties are 
identical in the two cases. 

If you insure your life for the bene- 
fit of your children, reserving in the 
contract the power to change the bene- 
ficiary at will, and to direct the bene- 
fits to any other person — if I, at the 
same time, insure my life in the same 
company and by a similar contract, 
for the benefit of my estate, and make 
my will, bequeathing the proceeds of 
that policy to my children, there is 
no human ingenuity that can detect 
any difference between the duties of 
the company under these contracts, 
or between the rights and claims of 
you and of me, of your children and 
of mine. 

In each case the right of the chil- 
dren is clear to the proceeds of the 
policy unless an affirmative act is per- 
formed by the insured, expressing a 
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purpose to change its beneficiary. 
But you and I are at liberty, each of 
us, at any time to make the change. 
In the one case you do it by notice to 
the company, if you will, in the form 
prescribed by the policy, in the other 
case I do it by rewriting my last will 
and testament, but the conditions and 
the substantive rights are precisely 
the same. 

Now, it follows inevitably from this 
that whenever a policy is issued with 
a reserved right on the part of the 
insured to change the beneficiary, the 
real beneficiary of that policy is the 
the 
vested interest in the person named 
as beneficiary in the policy. Mr. 
McCabe, I understand, contends that 
the Act of Ontario, or any other act 


estate of insured. ‘There is no 


which provides that where a policy is 
issued for the benefit of 
children, a special trust arises under 
I think 


a wife or 


it, applies to such a policy. 
this is an error. 

It is true that the policy would ap- 
pear, if you read only a part of it, to 
create a trust in behalf of the widow, 
but the court will not read a part of a 
policy and ignore the rest. It takes 
into account the entire contract, and 
the contract as a whole shows that 
the policy is not issued for the bene- 
fit of the wife, but for the estate of 
the insured. In char- 
acter it does not differ in the slightest 


substantive 


from a policy taken out solely and 
avowedly for the benefit of his estate. 

This, I think, you will find is a 
fundamental principle which every 
court would acknowledge, and we 
must not allow ourselves to be con- 
fused by appearances and by forms of 
words. I can see no objection to 
issuing the policy in this form if 
applied for. If I desire a policy is- 
sued payable to such person as I 
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may designate by my last will and 
testament, that is to say, a policy for 
the benefit of my estate, there is no 
reason why the company should not 
grant it. If I wish to designate a 
provisional beneficiary in that policy, 
subject to my right to change the 
name without consulting the bene- 
ficiary, I see no reason why the com- 
pany should not issue such a policy. 
But it must be distinctly understood 
that such a policy has no relation to 
the laws which protect vested rights 
of widows and children in policies 
issued for their benefit. 

In my judgment, no interest in 
such a policy vests in the person 
named as provisional beneficiary, so 
long as the insured retains the power 
to substitute The 
form of naming wife or child as payee, 


another name. 
subject to change at will, is but a 
declaration of intention, not an exe- 
cution of it. The case is analogous 
to that of drawn to 
order but retained in the 


Until he delivers it and 


a check your 
hands of 
the drawer. 
thus relinquishes the power to cancel 
it or change the payee, you have no 
interest in it 

Mr. VAN CisE: After the death 
of the life insured you regard the 
money coming to the wife as exactly 
on the same plane as money left to a 
man’s executors after death, that is, 
creditors can claim it, creditors can 
attach the ‘policy, although it vests 
in the wife. 

Mr. Lewis: That is a question 
which I would hold in 
The -courts have 
say that if a debtor has any money or 


suspense. 


gone so tar as to 
property within his power so that he 
can dispose of it at will, he may be 
compelled in bankrupt proceedings 
to exercise that power for the benefit 
of his creditors. Whether the money 
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can be seized by creditors after death 
or not isasomewhat different question. 

I am not aware that there is any 
If the 
question were to be decided solely by 


authoritative decision upon it. 


the force of precedents in British law, 
I should incline to say that the re- 
serve power of appointment in the in- 
sured dies with him, and that the 
property in the policy vests’ in the 
beneficiary named therein, the power 
The 


somewhat technical rule, held valid 


to divest it no longer existing. 


in the British courts for many years, 
is that such a power is purely per- 
sonal and can only be exercised dur- 
ing the life of the possessor. More- 
courts seem to hold 
the 


such a power can not be compelled 


over, the same 
quite clearly that exercise of 
by the courts, although, if it be a 
power which could be exercised for 
his own advantage by a bankrupt, 
any attempt on his part to exercise it 
for the benefit of a stranger will be 
void, and the property subject to the 
This 


doctrine has been affirmed by some 


power will go to his creditors. 


courts in the United States. 

But the 
country has been to hold that a power 
held by a bankrupt, which might be 


recent tendency in this 


exercised for his own benefit, is an- 
nexed to his estate in such a manner 
that it passes to a general assignee in 
bankruptcy or to a trustee under a 
bankrupt law. The Bankrupt Law 
of the United States expressly pro- 
vides that such a power shall pass to 
the statutory trustee. The step would 
be a very short one to the conclusion 
that such a power is annexed to the 
estate of insolvent. 
There is no difficulty in the way of 


one who dies 
adopting such a doctrine, except the 
purely technical one involved in break- 


ing the formal and traditional rule of 
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law. It would not be surprising, 
therefore, if the courts in the United 
States should be found ready to in- 
clude such power among the assets 


This 


would be in strict harmony with the 


of even a deceased bankrupt. 


general tendencies of the law at this 
time, which are—to make exemptions 
to a reasonable and somewhat liberal 
extent, but to define them so precisely 
as to cut off opportunities for defraud- 

I therefore regard the 
Mr. Van Cise 
I would not advise any man 


ing creditors. 
question of as still 
opel. 
to run the risk of taking out a policy 
in the form suggested, expecting it to 
be exempt from the claims of creditors 
after his death. 

One point, however, must be dis- 
tinctly emphasized. Even if it should 
ultimately be held, as Mr. Van Cise 
seems to anticipate, that such a policy, 
on which the power to change the 
beneficiary had not been exercised, 
and which had matured by the death 
of the insured, should be paid to the 
wife or children of a bankrupt dece- 
dent in spite of the claims of creditors, 
yet it remains true that the only prin- 
ciples on which their right to such 
payment could be maintained are gen- 
eral rules of law entirely independent 
of the special statutes for the protection 
of policies in favor of the wife. Such 
a policy, not having been issued in 
the form necessary to bring it under 
the protection of that statute, cannot 
be brought under it afterwards by 
any change in circumstances. 

Mr. VAN CIsE: If it were true 
that a policy with a right to change 
the beneficiary is the same as a policy 
payable to a man’s estate, then at a 
man’s death a creditor would have 
the same right against the wife that 
he would have against the man’s 


estate. The estate is liable for alla 


a 


man’s debts first before any money 
left to the wife or children 
paid, the 
whether that would apply to a policy 


can be 


and question here was 
Mr. Lewis said 
So he 


adinits there is a distinct demarcation, 


payable to a wife. 
he was not ready to say so. 


because he had previously said that 
a policy with a right to change the 
beneficiary is the same as a policy 
payable to his estate. There is in 
this way a marked difference between 
a policy payable to the wife with a 
right to change the beneficiary which 
at death the wife, because 
the the 
creditors and property left under the 
will ; 
the wife subject to a change and a 


vests in 


control has escaped from 


between a policy payable to 


policy payable to a man’s estate. 

It seems to me to be common sense 
as well as law, that when any person 
dies, the rights he had while living 
die with him, and that man only had 
a right to change the beneficiary 
while he lived, and that right died 
with him, and the money under that 
policy became vested in the beneficiary 
named in it. It seems to me that is 


common sense, and common sense 
ought to be lawful, and therefore a 
policy of that kind is entirely differ- 
ent, essentially different, from a policy 
payable to a man’s estate where it is 
unquestionably subject to the claims 
of creditors. 

As regards the right of attachment 
while the man is living, in nearly all 
these policies a cash value is promised 
to the life assured distinctly, and this 
beyond question makes it subject to 
the claims of creditors while the policy 
is in force. The point I make is they 
cannot attach it after death, and there 
is the essential point. This gives the 
wife and child all the benefits after 
death derived from the wife’s policy, 
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so called, and at the same time gives 
the man the right he ought to have 
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to change the beneficiary during his 
lifetime. 


THE SALIENT POINTS IN THE CONTROVERSY : COMMENT BY THE EDITOR. 


The net result of the whole discus- 
sion is to greatly clear the atmosphere 
in regard to the actual status of the 
change of beneficiary clause. There 
seems to be almost unanimous agree- 
ment that it is right for the companies 
to use this clause wherever it is so 
desired by the applicant. There is a 
difference of opinion as to whether 
the companies should use this clause 
without such a request. 

In regard to the legal phases of the 
question, Mr. Lewis’ statement seems 
to place the status of the policy with 
a change of beneficiary clause beyond 
the pale of further argument during 
the life of the insured. ‘Concerning 
its status after the death of the in- 
sured, Mr. Lewis does not speak with 
such certainty, but he thinks there is 
a probability that the courts would 
permit creditors to attach such a pol- 
icy after death. Mr. Van Cise, on 
the other hand, presents with great 


emphasis the claim that the right to 
change the beneficiary dies with the 
insured, and that so long as this is 
true a policy containing the change 
of beneficiary clause protects the in- 
terests of the beneficiary against the 
claims of creditors just as effectually 
as a policy not containing such a 
clause,— for, he says, practically all 
policies now issued, containing as 
they do guaranteed cash values, will 
subject any contract to the claims of 
creditors during the life of the insured. 

Our own opinion of the case, which 
has been expressed in previous num- 
bers, is that the practice of the com- 
panies in regard to this matter should 
be flexible; that the applicant should 
be able to obtain a policy either with 
or without the clause, as may suit 
his purpose, and that he should in 
every case have a clear understand- 
and possibilities 


the risks 


involved in either case. 


ing of 


DIVIDENDS AS A TEST OF LIFE-INSURANCE MANAGEMENT. 


It is unquestionably true that the 
final test of the successful manage- 
ment of a life-insurance company 
conducted on the mutual plan, is 
the amount of dividends which it 
pays to its persistent policy-holders 
over a long period of years. This 


test cannot be applied to a single 
year or to a short term of years, but 
if one company earns and pays con- 
tinuously over a long period of 
years more dividends than another, 
without impairing its strength, it 
may be fairly assumed that the man- 


agement of the first company is bet- 
ter than thatofthe second. It may 
be said also, that the ability of a 
company to earn dividends depends 
primarily upon the character of its 
management. 

For the reasons which we have 
outlined, the question of dividends 
in life-insurance is one of paramount 
importance, and, naturally the point 
which is most energetically used by 
the agents of those companies which 
are able to show a favorable divi- 
dend record. At the same time, 
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there is nothing in regard to the 
management of the various com- 
panies about which accurate infor- 
mation is so impossible of procure- 
ment by the general public, and 
about which there is so much mis- 
representation in the sale of policies. 
There is no definite rule for ascer- 
taining dividend earnings which can 
be accurately and equitably applied 
to all companies alike; that is to 
say, so far as general transactions 
are concerned. A comparison of 
two policies of the same amount, 
having the same rate of premium 
and covering the same period of 
years, is the only accurate index as 
to the comparative dividend-paying 
capacity of two companies for that 
period. But even in a case of this 
kind, the results presented may not 
afford a conclusive guide to an in- 
vestor who proposes to purchase a 
new policy. The fact that one com- 
pany, as compared with another, 
has made a better dividend record 
for the past twenty years, is not a 
guarantee that for the next twenty 
years it will maintain a similar 
record. On the contrary, the com- 
pany which in the first period of 
twenty years showed the lowest rate 
of dividends paid, may in the suc- 
ceeding twenty years give its policy- 
holders much better results than 
the first company. In other words, 
the company which has paid liberal 
dividends in the past, may have ex- 
hausted its resources in so doing, 
and impaired, if not destroyed, its 
recuperative powers. On the other 
hand, the company which has paid 
the low rates of dividend in the 
past may, in the exercise of far- 
sighted wisdom, have been hus- 
banding its resources and placed 
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itself in a position where the results 
of the future will far exceed those of 
the other company. 

It is almost axiomatic that com- 
parative statistics do not always, 
and in fact rarely, demonstrate the 
actual comparative dividend-paying 
capacity of two or more companies, 
because the conditions in each com- 
pany are so varied,—the forms of 
policy, the conditions of the con- 
tract, and the methods of apportion- 
ing dividends, so different. 

There is no rule which can be 
laid down and accepted as finally 
conclusive as a test of two or more 
companies’ dividend-paying powers, 
and consequently of the success of 
their management. A knowledge of 
what companies are most ably man- 
aged, which have been and which are 
giving the best returns to policy- 
holders, and which are likely in the 
future to afford the best returns to 
policy-holders, is not gained by a 
study of comparative statistics, but 
isan intuitive knowledge gained by 
an intelligent study of the con- 
ditions surrounding each company. 
The purchaser of a life-insurance 
policy who possesses the largest 
degree of this intuitive knowledge, 
will be able to select for himself the 
best company in which to invest. 
Under existing conditions, very few, 
if any, purchasers of life-insurance 
possess this intuitive knowledge. 
The average man is obliged to rely 
upon the statements made by the 
representatives of the different com- 
panies, and he is compelled to render 
his final judgment as to the policy 
he will take, by the degree of con- 
fidence which the representative of 
the company inspires. 








PROPOSED NEW DEPARTURE IN LIFE-INSURANCE RATES. 


A new life-insurance company is 


being organized in Chicago which 
proposes to make a radical departure 
in the rates of premium charged upon 
the various forms of contract issued. 
It is proposed during the first year to 
charge a uniform rate for all forms of 
policy at a given age, and to give a 
rate during the first year lower than 
that customarily charged by other 
companies. 

To illustrate: The rate charged 
upon all forms of policy at age thirty- 
five for the first year will. be $21.70. 
This is the non-participating rate 
upon ordinary life policies charged 
by the Mutual Benefit and the Pru- 
dential, the lowest non-participating 
rate ever put upon the market. As 
stated, this rate of $21.70 will be 
charged upon all forms of policy, 
whether ordinary life, limited pay- 
ment, or endowment. After the first 
year the rate charged on all forms of 
policy will be participating rates upon 
the American Experience table of 
mortality at three and one half per 
cent,—in the case of ordinary life, 
$27.88 at age thirty-five; in the case 
of twenty-year endowments, $52.13, 
and in the case of twenty-payment 
life, $36.87. 

The object in adopting this unique 
system of premium charge is two- 
fold: first, to place upon the market 
a cut-rate participating policy— in 
other words, to make an official re- 
bate to all applicants; the second is 
to escape the necessity for putting up 
the full reserve on ordinary life, en- 
dowment, and limited payment pol- 
icies. In order to accomplish this 
last object, the following clause is to 
be inserted in the contracts issued by 
the company : — 


In consideration of the reduced premium 
for the first year of insurance, this policy 
is accepted by the insured with the under- 
standing and agreement that the insurance 
of that year is upon the term plan. 


It is claimed that the reduced first 


year premium will meet all objections 
advanced against preliminary term 
valuation. In this, however, we be- 
lieve that the managers of the com- 
pany will be disappointed. The only 
way in which any company can prop- 
erly secure a term valuation during 
the first year of any contract is to 
issue a policy for term insurance at 
term rates. Such a policy will be 
valued as term insurance without 
any special proviso in the contract. 
The rates proposed in the case of the 
Chicago company mentioned are not 
term rates, but represent the full 
net premium upon an ordinary life 
policy. 

Whether the company will be suc- 
cessful in offering to the insuring 
public a cut rate during the first year 
upon all forms of policy is a question 
which can be determined by experi- 
ence only. If the company thinks it 
will be difficult to secure the full 
rate during the first year, it seems to 
us that it will be equally difficult for 
it to secure full rates for the second 
and subsequent years. It is possi- 
ble, nay, even probable, that the 
company will be able to sell quite a 
large block of its contracts at the cut 
rates for one year, but it is also prob- 
able that the company will find it 
hard to renew more than an ex- 
tremely small proportion of this in- 
surance at the higher rates. 

We shall, however, watch the ex- 
periment with great interest. We do 
not hesitate to say that the project 
would stand a better chance of suc- 
cess if it were not so obviously a 
device to avoid putting up the reserve 
during the first year on ordinary life 
policies. New companies which per- 
sist in this form of deception upon 
the public cannot possibly win per- 
manent success, for they have got to 
meet not only the competition of es- 
tablished companies which put up the 
full reserve, but of new companies 
whose especial claim for patronage 
will be the fact that they put aside 
this full reserve from the start. 




















THE EXPENSE PROBLEM IN FIRE-INSURANCE. 





What Local Agents Think About the Question — Pertinent Suggestions from Different 
Sections of the Country — Views upon Commissions, Single Agencies, 
and Other Features of the Business. 


In the June number of the JOURNAL 
OF INSURANCE ECONOMICS we dis- 
cussed the expense question in fire- 
insurance, stating that it was destined 
to be a paramount problem of the 
future — one which was likely, on 
account of the interest of 
property-owners, to demand and se- 
We 


would 


aroused 


cure the interest of local agents. 
detailed the which 
bring about this discussion among 


causes 


agents, and also took up the question 
of commissions, multiple agents, ex- 
pense in large cities, and the causes 
which surrounded the recent failure 
to deal with the latter question. — 

In this number we present a sym- 
posium of views by leading local un- 
derwriters identified with the agency 
These views have been 
IN- 


movement. 
expressed for the JOURNAL OF 
SURANCE ECONOMICS in response to 


a request made by its editor. The 
two following questions were pro- 


pounded : — 

What can local agents do to reduce fire- 
insurance expenses without reducing their 
own incomes ? 

Would your appointment as a sole agent 
enable you to do business on a lower com- 
mission without reducing your income ? 


The replies received in response to 
these questions are most interesting. 
They present a variety of views and 
show that the agents are giving much 
thought to this question. There are 
differences of opinion: first, 
whether it is wise for agents to advo- 
cate a reduction of commissions un- 


as to 


der any circumstances; and second, 


whether or not it is possible for them 
to exert any influence in solving the 


problem. Upon this latter question 
so able and clear-headed a local 
underwriter as Mr. C. H. ‘Wood- 


worth, of Buffalo, expresses the fol- 
lowing emphatic views : — 

So long as the managers who dominate 
the business maintain their present atti- 
tude the discussion of any reform by local 
While certain 


agers refuse to support measures because 


agents is profitless. man- 
they dre proposed by other managers, it is 
not probable that they will accept any sug- 
Until 


agers express a sincere desire for the coop- 


gestions from local agents. man- 


eration of the local agents the latter had 
better devote their energies to the cultiva- 
tion of their income accounts. 

Mr. Woodworth 
this opinion by others, although some 


is supported in 


agents feel that it is possible, through 
effect 


note, 


measures, to some 
The 
ever, is probably expressed by Mr. 
Woodworth, namely, that until the 
companies seek and invite coopera- 


initiative 


reform. dominant how- 


tion on the part of the agents and 
express a warmer sympathy with the 
organized movement, there can be 
little disposition to act. 

Upon the question of commissions 
it is apparent that outside of large 
cities agents would not favor reduced 
commissions under any circumstances, 
and in some cases believe that they 
ought to have more than they are at 
present receiving. In regard to large 
cities the apparent feeling is, on the 
part of both city and country agents, 


that commissions is 


a reduction in 
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desirable. City agents, however, ap- 
pear to believe that this reform can- 


not be brought about without a 
coincident introduction of the sole- 


agency system. 

These views of local agents will be 
read with interest and profit by all 
who are engaged in the business. In 
the August number we shall con- 
tinue the discussion of this topic, and 
among other things will publish an 
unusually interesting and suggestive 


THE EXPENSE QUESTION AS 


What President Markham Has to Say. 


I approach the subject of reduced ex- 
penses from the agent’s standpoint. I 
want greater consideration for his interests 
and to see him placed in a better position. 
My belief is that a single-agency rule 
would not only reduce expenses but at the 
same time contribute to a proper economic 
development of the business. But, so far 
as agency interests are concerned, the 
effect of the single-agency reform in re- 
ducing expenses is incidental, though it 
seems to me that the interest of the com- 
panies demands it from all points of view. 

The single agency in large places — 
where a large proportion of the total pre- 
miums are written — would be a valuable 
franchise to a local agent, and could be 
easily placed in the hands of the best men 
at a reduced commission. When this has 
been accomplished in the larger places, 
will not a greater consideration of the in- 
terests of the local agents in small places 
naturally follow and check the appoint- 
ment of superfluous and inefficient agents? 

The natural outcome of such a develop- 
ment would be a much better grade of 
agents in all localities, and, it seems to 
me, that when such a condition is brought 
about it must inevitably lead to the fol- 
lowing results : — 


First — Reduced commissions. 

Second — Reduced labor for the com- 
panies, and a reduction in the expense of 
watching and keeping the agency force in 
order, and in maintaining boards and com- 
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article by Mr. A. W. Neale, Presi- 
dent of the Ohio Association. Mr. 
Neale takes a very advanced and 
emphatic position in regard to the 
expense question. He is a man who 
has devoted much thought to the 
subject, and the office he occupies, at 
the head of the most prominent State 
Agents’ Association in the country, 
will give especial emphasis to his 
views at this time. 


VIEWED BY LEADING AGENTS, 


pacts ; and also an improvement in adjust- 
ments and in the forms used. 

Third — A lower cost on account of taxes 
and licenses, because the better the agents 
the more satisfactory the understanding 
with the public and the more pronounced 
the influence of the agent upon adverse 
legislation. 

Whether under these circumstances the 
agent will make more or less is perhaps an 
open question. Opinions differ upon this 
point. I am willing to leave it to the 
future, for I believe that it will increase 
and not decrease the efficient agent’s com- 
pensation. But even ifthere be no increase 
in the rate of income it certainly will re- 
sult in bringing about better relations 
between the companies and the agents and 
also with the insuring public. 

GEORGE D. MARKHAM. 


¥ 
Emphatic Views on Sole Agencies. 


Local agents can do much to reduce fire- 
insurance expenses without reducing their 
own incomes, by persistently educating 
the public to demand sole-agency com- 
panies. By calling attention to the fact 
that forty per cent of fire-insurance pre- 
miums is absorbed by expenses and that 
at least twenty-five per cent of this amount 
could be saved if multiple agents were 
eliminated from the business, policy-hold- 
ers can be educated to demand sole-agency 
companies. 

Local agents who make insurance their 

















The Expense Problem in Fire-Insurance. 261 


principal business have long been on rec- 
ord as favoring lower commissions, pro- 
viding the sole-agency can be 
established, and there need be no fear of 


system 


any reduced incomes among such agents, 
as the increase of business resulting from 
the elimination of multiple agents would 
fully compensate for any conceivable re- 
duction in commissions. While it is emi- 
nently proper that local agents should 
always be on the alert to reduce expenses 
of conducting local boards, inspections, 
adjustments, taxes, etc., yet the saving 
which would result from establishing the 
sole agency system would be vastly greater 
than all of these 
other items combined. 

And again, the idea of educating policy- 


could be effected from 


holders up to a full measure of their per- 
this matter of 
reducing insurance expenses is peculiarly 
the mission of local agents, while such 
items as inspections, adjustments, cost of 
field men, etc., belong more particularly 
to the companies. If local agents will — 
and by rising in their might they easily 
can — enlist the support of policy-holders 


sonal responsibility in 


(twenty-five per cent would be sufficient ) 
in forcing all companies on a sole-agency 
basis, it will not be very long before co- 
operative inspections and adjustments pre- 
vail in place of the present extravagant 
method of single representation for each 
company. 

Local agents should realize the neces- 
sity of putting forth strenuous efforts to 
reduce fire-insurance expenses, for a con- 
tinuance of the present extravagance on 
the part of stock companies will surely 
result in both to 
panies and agents. 


serious disaster, com- 
E. J. TAPPING. 
a 
Schedule Rating Will Help. 


‘What can local agents do to reduce 
fire-insurance expenses without reducing 
their own incomes ?”’’ 
question is that they can do comparatively 
little, without some action by the com- 
panies toward reducing exorbitant com- 


My answer to this 


missions paid to local agents in large cities 
to fifteen per cent. This will drive outa 
large percentage of brokers, resulting in 
the business being placed direct with local 
agents. This will lead to an 
rather than a decrease of their incomes. 


increase, 


If the companies would select as their 
representative one reliable and competent 
man, and only one in each city, the large 
item of expense for inspections and adjust- 
ments might be materially reduced. On 
the item in local board expense, electrical 
inspections might be greatly reduced if 
proper influence were brought to bear on 
city authorities to secure the appointment 
of electrical inspectors to work in conjunc- 
tion with the Fire Department or Building 
Inspector. - Fees collected, when properly 
graded, would, I believe, pay practically 
all necessary expenses. A visit once or 
twice a year from the regular inspector of 
the department, to see that the inspector 
was doing his work properly, would suffice. 

By adopting a reasonable and compre- 
hensive schedule, placed in the hands of 
the local agents, rates could be made with- 
out expense to the companies by com- 
mittees of the local board, subject to the 
approval of each local board and the 
Middle Department. 

Single agencies would reduce adverti- 
sing expenses and make the company much 
more valuable and desirable to its repre- 
sentative. 

W. B. FLICKINGER. 


v 
Fewer Agents in Small Places. 


‘* What can local agents do to reduce fire 
expenses without reducing their own in- 
comes?’’ In my opinion they can do 
nothing, and the sooner they quit trying 
the better it will be for all concerned. 

In answer to your second question, 
‘‘whether our appointment as sole agents 
will enable us to do business at a lower com- 
mission without reducing our income,”’ 
would say that my firm at the present 
time is the sole agent of over twenty-five 
companies, and I am quite sure therefore 
that we could not do business at a lower 
commission without reducing our income. 

Ido not think that the appointment of 
sole agents would help agents any, outside 
of the very large cities. There are more 
than 
among the agents in the smaller towns, 
and stherefore nothing will the 


agents in these smaller towns to do busi- 


enough companies to go around 


enable 


ness at a lower commission, without re- 
ducing their income, except the adoption 


of some plan whereby the sellers and 
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peddlers of insurance will be reduced, and 
fewer agents represent a// the companies. 
J. WACHENHEIMER. 


¥ 


More Professionalism Needed. 

Local agents can reduce insurance ex- 
penses without reducing their incomes, and 
the best way is to learn the insurance busi- 
ness from an economic and professional 
standpoint, as well as from the point of a 
solicitor. To know the business from this 
standpoint means a more careful selection 
of risks, more intelligent inspection of 
business and a reduction of the loss ratio. 
Passing on the moral hazard of fire risks 
is largely left to the experience, judgment, 
and intelligence of the local agent, and 
that responsibility that 
should not be assumed by one who has 
a student of the business from 


certainly is a 


not been 
every point of view. 

An intelligent local agents’ fraternity will 
reduce losses, will dispense with expensive 
special agents in a degree, will put the 
business on a higher plane, and will in- 
fluence adverse legislation and control 
largely public opinion on insurance mat- 
ters. The successful lawyer must be a 
student of his profession, the merchant of 
his business, but there seems to be quite a 
general opinion among the company man- 
agers that a ‘‘certificate of authority ’”’ 
will make or create an ‘‘ insurance agent.”’ 

Until the standard of men who assume 
fire risks for companies is raised, we will 
hear the cry, high expenses, excessive 
losses, and unsatisfactory results generally. 
Education and that alone will relieve the 
situation, and the local agents’ organization 
can and is doing much towards bringing 
this reform about. So long, however, as 
the manager continues to put into the 
hopper so much raw material, the law of 
average will keep the standard down and 
make progress slow and discouraging. 

FE. W. WILSON. 


¥ 
Profit-Sharing Advocated. 


What can local agents do to reduce fire- 
insurance expenses without reducingrtheir 
own incomes ? 

This isa problem for the company. The 
agent is interested in it chiefly as an aca- 
demic question affecting the business in 
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which he is engaged. However conscien- 
tious and loyal the agent may be he can 
do little or nothing to reduce expenses. 
It is for the companies themselves to study 
the way out of this bog. There is no 
doubt that in the advance of civilization 
and the adoption of modern ways, ex- 
penses inevitably increase. We are forced 
to provide costly appliances to our office 
equipment and in our homes. Many of 
these things were unthought of fifteen or 
twenty years ago. The expense of living 
and conducting business has correspond- 
ingly increased. 

Coming down to the fire-insurance busi- 
ness and the larger demands now made on 
the expense account, we find that rating 
and inspection machinery involves a large 
outlay. The system of schedule rating 
seems to be, in theory at least, universal. 
But here and there one will find unique, 
old-fashioned who maintain 
that the practice, wrong. 
They argue that it is not the province of 
the stock fire-insurance companies to sug- 
gest to the assured how to make his risk 
The system acts like a two- 
It cuts down the demand 


individuals 
system is, in 


fire-proof. 
edged sword. 
for insurance and reduces the rate at the 
same time. 

The machinery necessary to carry out 
the elaborate work of schedule rating is 
enormously expensive. Then, in addition, 
the companies are sustaining local boards, 
stamping clerks, special agents, and many 
other costly appurtenances. It has come 
to pass that the insurance companies have 
more and more grown to be gregarious. 
Few companies seem to be willing or able 
to ‘‘ go it alone.”’ 

Nobody seems to question the statement 
that forty per cent for expenses is entirely 
too much. Such items of expense as state 
and municipal taxes are possibly beyond 
the power of the companies to control; the 
other expenses may or may not be equally 
unavoidable. Each company onght to be 
able to decide for itself. 

We represent several companies. Each 
has a special agent. These specials make 
more or less frequent trips to Charleston, 
pay their railroad and hotel fares and are 


salaried officers. Would it not be possible 


for these several companies or any other 
number of companies in Charleston or else- 
where to select a competent man not con- 
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nected with any insurance company and 
let him live in Charleston and do the work 
of the companies at a stated salary? As 
the stamping clerk takes the place of the 
local board, could not a local special agent 
take the place of these numerous traveling 
specials? The companies would then save 
the railroad and hotel bills and -pay one 
salary instead of many. 

Can the companies gain anything by en- 
listing the cooperative services of the local 
agent under the system of a contingent 
Profit-sharing 
adopted in many lines of busiyess. 
all we know to the contrary, it has worked 


commission ? has been 


For 
well. In the writer’s experience no man- 
ager has ever denied that the contingent 
commission isa good system, and but for 
the rule of the Southeastern Tariff Associ- 
ation against it, it would be gladly adopted. 
Why the companies admit the principle 
and yet deny it in practice is one of the 
mysteries of the business. 

Would an appointment as sole agent en- 
able an agent to do business on a lower 
commission without reducing his income? 

We have for years declined to represent 
any company that had a dual agent in the 
same field with us. We abhor the mul- 
tiple-agency practice, and have stood out 
against it under all circumstances. We do 
not think fifteen per cent too much com- 
mission. The fact is itis inadequate when 
we consider the cost of doing business 
elaborated above. We hear of companies 
paying twenty, twenty-five, and thirty per 
cent commission, but we have not been so 
fortunate as to receive such compensation. 

Our constant cry has been a better qual- 
ity of local agent with a contingent com- 
mission. It may be that the employment 
of these two factors would enable compa- 
nies to spend less money on inspections 
and kindred matters. In these two things 
working together, in my judgment, will 
be found the germ of fewer losses, lower 
expenses, and less pernicious legislation. 

Jno. B. Reeves. 


Improve the Quality of Agents. 
The ‘‘expense ratio’? in Arkansas is 


high for the reason that companies have 
to do individually, in the matter of rates 
and inspections, what was formally done by 
united effort. There can be no ‘‘ commu- 
nity of interests’’ in the fire business in 
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Arkansas, and rates and inspections, re- 
quiring much time and 
must be made by every company for itself. 
The cure for this is only with the legisla- 
and attempts will be 


great expense, 


ture, made next 
winter by the Local Agents’ Association of 
the State to bring the facts before that 
body, elicit discussion, and perhaps effect 
results. 

It would appear, however, as a general 
proposition, that the expense of fire under- 
writing should be less than forty per cent. 
It is a great surprise to the average busi- 
man it takes 
nearly one half of his premiums to pay 


ness when he learns that 
expenses, and he is criticizing the situation 
severely. It is well known, too, that ex- 
penses instead of decreasing are on the 
increase of late years. A number of causes 
have led to this, prominent among them 
being the prevailing antitrust legislation 
of the several States. But there are other 
causes, and as a humble member of the 
ranks, I may be pardoned, I hope, in say- 
ing that these ‘‘ other causes’’ lie wholly 
within the limit of company control. 

First is the commission 
agents in the large cities. The 
there has been permitted to drift 


excess paid 
business 
very 
largely into the hands of brokers, hence a 
Let the 


companies reduce the remuneration of the 


double commission must be paid. 


city agent to the fifteen per cent paid in 
the country, and the brokers will ‘ fold 
their tents like the 
steal away,’’ and with them will go from 


Arabs, and quietly 


five to fifteen per cent of the big expense 
ratio. 

The other cause, in my opinion, is the 
great multiplicity of agents. More agents 
necessarily mean greater expense. Fewer 
agents would mean the betterment of the 
class of men soliciting the business, and 
more discrimination in selecting risks. It 
would increase the efficiency of the local 
agent, and make the business more at- 
tractive to men of ability. The 
agent is ‘‘the credit man of the house” 
with the fire-insurance company, and why 
just any kind of a man can secure so im- 
portant a position is the wonder of the 
Let the local agent be selected 


local 


business. 
with the same care a mercantile establish- 
ment exercises when it selects its credit 
difference will be 


man, and a marked 


noticed in the conduct of the business. 
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The life-insurance companies are giving 
their agencies to ‘‘ whole-time men,’’ hav- 
ing learned that the ‘‘occasional producer ”’ 
is not profitable. Let the fire companies 
adopt the same plan,—let them give their 
agencies to men who devote their whole 
time to the business, to men who study it, 
and who desire to show a profit both for 
the companies and themselves, and both 
expenses and losses will be reduced. It 
will not take so much time and money to 
inspect the business of such a class of 
agents as it does now, when a company 
does not feel safe in writing a special 
hazard until it has been specially inspected 
by a special agent. With a special local 
representative to write and look after the 
business the proposition would appear in 
a different light. 

This, no doubt, is an old story, but I 
think it will bear repetition just as many 
other homely truths bear it; and if upon 
adoption the plan is not found to work, I 
am sure it may be said of the local agent 
as was said on the tombstone of Alkili Ike, 
‘* He done his damdest.”’ ‘ 


ALLAN KENNEDY. 


° 
The Selection of Risks. 


My opinion is that agents can materially 
reduce expenses by being more careful in 
the selection of material for insurance, 
thereby saving the cost of examination. 
That is a heavy expense and a loss to the 
Again, they can 
penses by not insuring parties that are 
unable to continue to pay the premium 
and keep their policies in force; lapses 


companies. reduce ex- 


are always expensive to the companies 
and shouid be avoided by the soliciting 
agents as far as possible in the selection of 
risks. 

We have no local board expenses at 
Birmingham, hence that is a question we 
are not called upon to handle. Inspection 
is one of the main features of the business, 
and companies should be careful 
about it, as well as in the appointment of 
incompetent agents who could not inspect 
properly if they tried to. 


more 


This, however, 
is not a charge against the company, but 
against the manager, whose greed for in- 
creased premiums never permits him to 
stop to inquire if the man applying is 
competent before giving a commission to 
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bind the company for large sums of money. 
Much of the properly 
chargeable to appointments 


account is 
bad 


class of 


loss 
these 


made from among a men who 


have been failures in every sphere of life. 
While 
it is one that the local agent has nothing 
to do with, I am free to say, from my 
standpoint, that there are many improve- 
ments to be made, and much money can 
be saved by making them. The question 
of the field man is one properly for the 
manager, the local agent having no connec- 
tion whatever with this part of the busi- 
ness. On the question of state, county, 
and municipal taxes there should be a 
great reduction. I have placed myself on 
that platform, and the local agents in 
convention have pledged themselves to 
back up my recommendation. We shall 
go before the next legislature of Alabama 
and ask for a reduction along this line. 

On the question of sole-agency appoint- 
ments I would say in large cities it would 
enable the agents to work for less com- 
mission, but in the South it would mate- 
rially reduce the income of the agents 
to work for less than fifteen per cent 
commission. JOHN G. SMITH. 


ee 
Ten Per Cent Commission Possible. 


Again the adjustment question. 


A New Hampshire agent writes as 
follows : — 


From the standpoint of an agent in a 
small town, like that in which I live, I do 
not believe that anything can be done by 
agents until the companies themselves get 
together and stop appointing everybody 
who asks for an agency. There should be 
but one agent to every five thousand popu- 
lation; then the agents could be inde- 
pendent from a business standpoint and 
represent their companies conscientiously. 
There are now so many agents in the 
business that all of them write any and 
every thing which comes through the office 
or that they can get by solicitation, irre- 
spective of moral or physical hazard, and 
these alone, if done away with, would 
reduce the waste at least twenty-five per 
cent. 

Here in New Hampshire we write under 
the Valued Policy Law, and I know it is a 
fact that any man owning a building in 
this city valued at $5,000, can get agents 
to write $10,000 on it, and in case of a total 
loss the companies must pay the $10,000; 
profit to the assured, $5,000. If the rule 
first above mentioned were made, allowing 
but one agent for every five thousand in- 
habitants, that agent would be a thorough 
underwriter and would be willing to take 
as his compensation ten per cent of the 
business written, whereas now the average 
commission paid in small towns of this 
size must be about eighteen per cent. 

















WHY ADVANCED RATES ARE NECESSARY. 





Causes in Fire-Insurance which Have Brought About the Movement for Increased 
Premiums — Popular Fallacies Corrected. 





Reference has several times been 
made in this magazine to what seems 
to be a popular fallacy in regard to 
the conditions which made it 
necessary for fire-insurance companies 


have 


to secure increased rates. The com- 
mon assumption is that there has 
been an abnormal increase in the rate 
of burning, and that the increased 
rates are necessary in order to meet 
a new and extraordinary fire risk. 


This fallacy has recently found 
repetition in so well known a periodi- 
‘‘Insurance Monitor’’ of 


’ 


cal as the 
New York, which says : — 


So general is the belief that the rate of 
burning, or, in other words, the ratio of 
losses to risks in force has been on the in- 
crease, that we never thought of question- 
ing it, until the well-known president of a 
fire company assured us a few days ago 
that the mistaken one. The 
loss ratio has increased, in his opinion, sim- 
ply because the premiums have dropped. 
A hasty examination, however, satisfies us 
that the popular opinion is the correct 
one. During the last three the 
country over, there has been but little 
change in the rate of burning, which was, 
perhaps, what the president referred to 
had in mind. But comparing those years 
with their predecessors, back as far as 
1892, the increase is startling. 


idea was a 


years, 


The ‘* Monitor’’ says that its conclu- 
sion isthe result of a ‘‘hasty examina- 
tion,’’ and it has thus promulgated a 
statement which is directly opposed to 
the facts. The present rate of burning 
in the United States is a normal one, 
and it is not true that since 1892 there 
has been a ‘‘startling’’ increase in 
the rate of burning; on the contrary, 
there has been a very substantial de- 


crease. During the last five years, 


the average rate of burning in the 
United States was 44.16 cents per 
hundred. 
the average rate was 50.85 cents per 


In the preceding five years 


hundred, showing a decrease of more 
than six cents per hundred in the 
more recent period. 

The fact is that the rate of burning 
in the United States during the past 
five years, in three of which the com- 
panies have met with great loss, has 
been below the The un- 
profitable condition of the business is 


normal. 


not due to an increased rate of burn- 
ing, but entirely to the fact that the 
average rate of insurance has been 
forced down by competition to a point 
which is too low to provide for a nor- 
mal rate of burning. 

In order to show that this is true it 
is only necessary to cite a few facts 
demonstrated by the statistics pub- 
lished by the National Board of Fire 
Underwriters. 


have elapsed since the great Chicago 


Twenty-nine years 
and Boston fires of 1871 and 1872. 
The average rate of burning for that 
period is about forty-eight cents per 
hundred. During the entire period 
there have been wide fluctuations in 
the rate of burning in particular 
years, varying from thirty-eight to 
sixty cents per hundred, a total fluc- 
But 
when we separate the experience of 


tuation of twenty-two points. 


the companies into five-year periods 
it is found that there is a great modi- 
fication in this fluctuation, and that 
approximate uniformity is maintained 
in the rate of 
words, comparing five-year periods, 


burning. In other 


the fluctuation ranges only from forty- 
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four cents to fifty-one cents, a total 
variation of but seven points. 

In order, however, to show how 
absolutely contrary to the facts is the 
statement made by the ‘* Monitor,’’ we 
call particular attention to the ex- 
perience of the companies during the 
past ten years, both as to the rate of 
burning and the rate of insurance. 
The subjoined statistics are prepared 
from those officially 
the National Board of 


promulgated by 
Fire Under- 





writers : — 
Rate of Rate of 

Date. Burning. Insurance, 
1892 +5133 1.0444 
1893 -5723 1.0916 
1894 .5328 1.1145 
1895 -4744 1.0905 
1896 .4496 1.0665 

Average -5085 1.0815 
1897 .3882 1.0184 
1898 .4217 .9656 
1899 -4817 -9744 
1g00 -4647 1.0036 
IgoOI -4515 1.0605 

Average -4416 1.0045 


The interesting fact in regard to 
this presentation is that during the 
three years (1899-1901) the compa- 
nies have not lost money because the 
average rate of burning was above the 
normal. In 1899 this rate reached the 
normal figure of forty-eight cents. 
Since then it has steadily decreased, 
and in 1gor it was three points under 
the normal. 

The reason why the rates during 
that period have been insufficient to 
provide for this normal rate of burn- 
ing is easily explained. For several 
years prior to 1895, the rate of burn- 
ing had been 
above the normal. In 
thereto, the rates of insurance stead- 
until, in 1894, they 


In 1895, the rate of 


high — considerably 
response 


ily advanced 
averaged 1.11. 
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burning dropped six points. The 
following year (1896) it dropped 


nearly three points.further, and again, 
in 1897, there was another drop of 
six points, making a total drop in 
three years of nearly fifteen points. 

In 1898, there was a slight advance 
in the rate of burning, but it was still 
For the four 
years, 1898, the 
average rate of burning was .4335. 


far below the normal. 


1895, 1896, 1897, 


Under these conditions, the compa- 
nies met with extraordinary profits. 
Competition became very active and 
the rates of insurance were steadily 
until, in 1898, they 
reached the low point of ninety-six 
cents per hundred, a drop of fifteen 


forced down, 


points in five years. 

This drop, as stated, was made 
under the stress of competition and in 
response to an abnormally low rate of 
burning. As the average rate finally 
stood in 1898 it was sufficient only to 
provide for this abnormally low rate of 
In 1899 the rate of burn- 
and in 


burning. 
ing again became normal 
1900 and 1goi it was only slightly 
below the normal. The average rate 
of burning for the last three years was 
.4659, and the struggle in fire-insur- 
ance during that period has been to 
restore the rates, forced down by com- 
petition, to an average level which 
will provide for the normal burning 
conditions with which the fire-under- 
writers of the country have now to 
cope. 

We think the facts stated reveal 
the situation in its true light. The 
conditions shown ought to be clearly 
understood by every underwriter in 


the business. It does not help the 


progress of reform to misunderstand 
the facts. 
interferes with all true progress. 
years the rate of 


On the contrary, ignorance 
For 


some insurance, 











Why Increased’ Rates are Necessary. 


coupled with the fact that there has 
been a steady increase in the ratio of 
expense, has been too low to provide 
for a normal rate of burning, and 
what the underwriters of the country 
are trying to do, either consciously 
or unconsciously, is to get the aver- 
age rate back upon a basis which 
will enable them to meet normal un- 
derwriting conditions. 

Much of the confusion in regard to 
the situation has resulted from the 
well-known fact that the annual 
amount of property destroyed by fire 
in the United States has been steadily 
increasing, but this is quite a differ- 
ent thing from saying that the rate of 
burning has been on the increase. 
The the destruction of 
property has not outstripped the in- 
crease in the amount of outstanding 
insurance assumed by the companies, 


increase in 


so that the relation of the fire waste 
to the hazard assumed by the com- 
While the 


*The losses paid by the companies increased from 
seventy-five millions, in 1892, to ninety-three mil- 
lions, in 1901, or twenty-four per cent; but the 
amount at risk also increased from fourteen bil- 
lions to twenty billions in the same period, an in- 
crease of forty-three per cent. 


panies remains normal.* 
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amount of the fire waste has increased, 
it has not increased abnormally in 
proportion to the increase of insurable 
property. 


It should be borne in mind that in 
this discussion we have spoken en- 
tirely of rates. It is, of 
course, not true that all rates in all 
the 


forced down by competition to abnor- 


average 


sections of country have been 


mally low figures. A great many 
rates on many classes of risks have 
not changed in this period; in other 
cases, however, there have been radi- 
cal reductions. But when we come 
to deal with the large questions of 
fire-insurance we must take the aver- 
ages and not consider isolated facts. 
The necessity imposed upon the com- 
panies as a matter of public policy is 
to discriminate, so far as possible, in 
the rate advance, so that the increased 
charges will be placed upon those 
risks which have had the benefit of 
competitive prices and not upon those 
risks which have received no benefit 
whatever from this competition. 


IS THE FLAT ADVANCE A FAILURE ? 


Important Statement from a Western Manager Regarding the Twenty-five Per Cent: 
Increase in That Territory. 


This statement is made in the 
*‘Insurance World”’ of July 8: ‘‘It 
is now pretty generally conceded that 
the movement for a flat advance is a 
failure.’’ 

It is probable that this does not 
refer to the East and South, where 
the recent flat advance has been al- 
most universally put into force. In 
fact, the comment accompanying the 


the ‘*‘ World’’ 
its statement 


assertion made by 
seems to indicate that 
has reference mainly to the territory 
under the jurisdiction of the Western 
Union. 

At the request of this magazine, a 
Chicago manager who is in close 
touch with the situation in the West- 
ern Union tétritory has furnished us 


with the following statement in regard 
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to the alleged failure of the flat ad- 
vance, outlining the exact situation 
in that territory : — 


The statement is entirely unwarranted 
and unjustified, and I can truly say that the 
twenty-five per cent advance measure has 
not been a failure in the territory of the 
Wester Union. On the other hand, con- 
sidering the difficulties we have had to 
meet, insomuch as so many States in the 
West are what are known as Anticompact 
States, I should say that instead of a fail- 
ure it has been a pronounced success. 

So far as those States are concerned in 
which there are no restrictive laws the ad- 
vance is an assured fact, not only for the 
Union companies but for many of the 
companies not affiliating with that organ- 
ization, prominent among which are the 
Continental, Germania of New York, Ger- 
man of Freeport, and doubtless others; 


and in the Anticompact States, which in-. 


clude Ohio, Michigan, Iowa, Missouri, 
Kansas, Nebraska, and Wisconsin ( because 
in this last-named State it is anticompact 
so far as companies are concerned, although 
local agents may make rates in local 
boatds), the situation is extremely satis- 
factory, — not to the same extent as in the 
other States, but it is more than up to our 
expectations. 

In Ohio, Missouri, Nebraska, Michigan, 
and Iowa the advance was promulgated by 
’ the respective rating bureaus having juris- 
diction, and it is quite generally obtained, 
although not to the same extent as in 
neighboring States where companies are 
not harrassed and embarrassed by restric- 
tive laws. The competition from Non- 
Unien companies is, perhaps, a little 
greater in the Anticompact States than in 
the others. 

There are very few complaints from 
Michigan and Missouri; more, probably, 
from Ohio, Nebraska, and Wisconsin. In 
Kansas the advance was not applied under 
the percentage form, but was accomplished 
by increased occupancy charges with the 
acquiescence of the department, which 
condition it appears has been one of some 
years’ standing. 

The rating machinery in Iowa is in 
charge of Henry Bennett, who has been 
engaged in that work for a great many 
years, and has been in the insurance busi- 
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ness over thirty years. I believe that Iowa 
is the best rated State in the West, and 
this impression was confirmed when, after 
making tentative applications of the new 
mercantile schedules, it was found that 
the new rates would only to a slight ex- 
tent modify the existing Bennett esti- 
mates, and as the twenty-five per cent 
advance was put on only until such time 
as risks could be rerated under new and 
approved schedules, the companies have 
come to regard Iowa as exempt. This 
same condition of affairs exists at a dozen 
or fifteen towns in Wisconsin, which have 
been rated within twelve months pre- 
ceding March 15 under tariffs which ap- 
proximated very closely the proposed new 
mercantile schedules. 

These are the only exceptions that have 
been made and you may draw your own 
conclusions as to whether the movement 
is a failure. 

As to the effect of separation upon this 
flat advance proposition, it is my impres- 
sion that we are better off where separation 
has taken place, because we have narrowed 
the competition to the Non-Union agencies 
and have gotten away from that vicious 
form of competition which in all such cases 
exists in mixed agencies. 


We believe that this statement cor- 
rectly outlines the situation in Western 
Union States and, coupled with the 
fact that the advance has been se- 
cured with comparatively little friction 
in the New England, Middle and 
Southern States, it does not seem that 
the assertion that the flat advance is 
a failure is justified by the facts. We 
are informed that the companies, as 
a whole, both union and non-union, 
are fairly well satisfied with the re- 
sults attained since the action taken 
recommending a flat advance of 
twenty-five per cent. The manager 
of one of the largest non-union com- 
panies in the country is quoted as 
saying that the flat advance was one > 
of the best conceived and best exe- 
cuted underwriting movements which 
have occurred in the history of the 























Is the Flat Advance a Fa:lure ? 


business. It seems to us that an im- 
partial observer of the situation must 
admit that the flat advance has done 
more than any recent event to secure 
what the company-managers desired 
and sought for, namely, an increased 
premium income. Viewed, therefore, 
from the standpoint of the end sought, 
the flat advance must be considered 


a success. 
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This 


attained 


success, however, has not 


been without resulting in 
some inequalities to property-owners, 
due te the fact that anticompact laws 
have prevented the companies from 
obtaining the advance in every in- 
If this fact should lead to 
the spread of anticompact legislation, 


such results would detract 


stance. 


from the 
success of the project. 


VALUED POLICY EXPERIENCE IN NEW HAMPSHIRE. 


The valued policy law of New 
Hampshire was passed in 1885, where- 
upon outside fire-insurance compa- 
nies, by concerted. action, withdrew 
from the State and did 
until 1889. 
companies in that State since that 
date, as shown by figures published 
in the official report of the Insurance 
Commissioner for 1901, just issued, 


not return 
The experience of these 


is as follows: — 














No. of Risks Premiums Losses 
Year. companies. written. received. paid. 
1889 14 $2,304,082 $32,342 $3,792 
18go 36 21,575,501 279,400 47,543 
I8gI 42 22,567,379 298,310 88,585 
1892 46 28,126,820 383,964 230,982 
1593 47 42,667,640 561,169 227,152 
Five years $117,244,422 $1,555,185 $598,354 
Average rate of insurance, 1.33. 
Average rate of burning, .51. 
No. of Risks Premiums Losses 
Year. companies. written. received. paid. 
1894 47 $33,828,209 $490,749 $289,496 
1595 54 41,757,475 505,435 241,520 
1896 64 45,835, 160 628,937 286,067 
1897 67 43,500,803 583,634 277,243 
1898 74 49,511,494 641,979 334,347 
Five years $214,463, 141 $2,915,737 $1,478,679 


Average rate of insurance, 1.36. 
Average rate of burning, .60. 











No. of Risks Premiums Losses 
Year. companies. written, received. paid. 
1899 87 $60,014,039 $794,680 $438,749 
1900 SO 64,463,12 790,342 401,020 
IQOI 55 64,402,511 902,173 519,507 
Three years $188,939,971 $2,487,195 $1,419,636 
Average rate of insurance, 1.32. 
Average rate of burning, .75. 
Thirteen years $520,647,.534 $6,958,117 $3,496,669 


Average rate of insurance, 1.33. 

Average rate of burning, .65. 

These figures show that the rate of 
burning for foreign companies has 
steadily increased since 1889 under 
the valued policy law. The general 
rate of burning for the whole country 
in the same period has decreased. 
During the current year rates of insur- 
ance have been increased in that State 
and will probably be higher than at 
any time since the return of the for- 
eign companies. These statistics do 
not show that the valued policy law 
of New Hampshire has tended to pro- 
duce good results either for the for- 
eign companies or those citizens of 
the State holding policies therein. 





COOPERATION BETWEEN COMPANIES AND LOCAL AGENTS.* 





By lL. B. Leicnr. 


Organization is the order of the 
day. Every profession, every craft, 
and every vocation has its organiza- 
tion, and in most cases each order or 
association has its organ, and if the 
National Association of Local Agents 
has come to fill a long-felt want, the 
day is not far distant when there will 
be a local agents’ organ. If, on the 
other hand, the experience of a few 
years shall demonstrate that the Local 
Agents’ Association raison 


detre, we may look for its early de- 


has no 


cline and dissolution. 

When the National Association of 
Local Agents was organized a few 
years ago there was a distinct note 
of hostility toward the companies, it 
being assumed that there was neces- 
sarily a conflict of interest between 
the companies and the agents, and 
that the latter needed protection from 
the oppression of the former. Hap- 
pily for both parties, I believe that 
impression is gradually disappearing, 
and that second sober thought has 
brought local agents over the whole 
country to realize that companies and 
agents have a common interest, and 
that both must work together in har- 
mony to achieve the best results for 
all concerned. 

In Arkansas the conditions are not 
as propitious for the effective and suc- 
cessful work of a Local Agents’ Asso- 
ciation as they are in many other 
States, since we are so hedged about 
by anticompact laws as to render our 
efforts futile in many directions where 
cooperation is most needed. Over- 





*Prepared for the JOURNAL OF INSURANCE Eco- 
NOMICS from some remarks made before the Arkan- 
sas State Association of Local Agents. 


head writing, however, which has 
been one fruitful source of irritation 
between companies and agents, has 
almost wholly disappeared, thanks to 


our Resident Agency Law. It is the 
most stringent piece of legislation on 
that subject which can be found 


on the statute books of any State in 
the Union, and doubtless has been 
more effective in accomplishing what 
it was intended to accomplish than 
any similar legislation ever enacted. 


In the opinion of many the law is 
too drastic, and it is predicted that 
such a Chinese wall can not stand 
long around any State in this coun- 
try. However that may be, it is cer- 
tain that for the time being it has 
done more in two years toward bring- 
ing the business back home to the 
local agents, and in uprooting the 
broker, than the association could 
have accomplished in a dozen years. 
In eliminating the broker the law has 
done some good in toning up rates 
and in getting rid of objectionable 
forms. 


There is ample scope left, however, 
for the work of the association, for 
there has never been a time in the 
history of fire underwriting in this 
country when there was a more cry- 
ing need for loyal, clear-headed, un- 
selfish agents, who can and will aid 
the companies in some measure in 
retrieving the disasters of the last 
three years. 

Many agents stand arbitrarily in 
the way of harmonious relations in 
seeking to obtain unfair advantage 
over their competitors by underbid- 
ding, rebating, violating agreements, 
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either openly, or more often secretly, 
and by other methods too well known 
to need more than the merest sugges- 
tion. This may seem to be a digres- 
sion, but these things have a bearing 
of no slight importance upon the sub- 
ject immediately in hand, as they 
stand in the way of that intimate, 
almost family relation, which agents 
sustain to the companies they repre- 
To bring about such a rela- 
faults on both sides 
Companies 


sent. 
tion, there are 
which must be corrected. 
must learn to regard their agents as 
their representatives, not merely in 
name, but in fact, and treat them 
with the respect and consideration 
due to their position. In theory they 
are appointed because they have qual- 
ities which entitle them to trust and 
confidence. They are commissioned 
to act in the companies’ stead in the 
territory for which they are appointed, 
and they have a rightful claim to 
protection in that territory, from in- 
trusion not only by the company 
itself, but by any other of its repre- 
sentatives. They are entitled to have 
a reason given them for any instruc- 
tions which the agents may deem 
harsh or improper. In too many 
cases it is to be feared they are re- 
garded only as tools to get business, 
and fail to receive that courteous con- 
sideration which men, acting as rep- 
resentatives in other lines of business, 
expect and demand. 


On the other hand, too many agents 
look only to the commission which 
the business brings them, feeling that 
their duty is done when a premium is 
placed upon the books of the com- 
pany, and chafing under any restric- 
tions which may be laid upon them 
reducing their commission income. 

Happily, the number of agents of 
this class is less than we might ex- 
pect under the system so largely pre- 
vailing, and while ideal agents are 
not found everywhere, a large and 
increasing proportion of them regard 
themselves as agents and not brokers, 
and consider it their duty to look 
after the interests of the companies 
they represent as if the risk were their 
own. Such agents do not forget that 
their principals, who furnish the cap- 
ital and are responsible to the public 
as well as to their stockholders, have 
a right to give instructions which 
When 
companies and agents put themselves 


should be implicitly obeyed. 


in such relation with each other, there 
will be no necessity or place for arbi- 
trary rules, for each will strive for 
the common good, and be open to 
any suggestion which may contribute 
to that end. That stage has not been 
reached, and it may be long before it 
is universally understood that both 
parties have in reality only a com- 
mon interest, and that whatever in- 
jures the one must in the long run do 
harm to the other. 








WHY PRELIMINARY TERM VALUATION IS WRONG. 


Surplus Can be Legitimately Used for Expenses, but not Reserve. — Opinions of 
Actuaries and State Departments. 


Among the interesting articles 
which have appeared discussing the 
preliminary term question is the fol- 


lowing from the Western Underwriter 


of June 5 :— 
The ruling of Superintendent of Insur- 
ance Drake of the District of Columbia on 


the subject of first year term insurance has - 


brought the subject again to the attention 
of life-underwriters. Mr. Drake takes the 
position opposed to all the departments 
except Massachusetts. In case of compa- 
nies that have vast resources and many 
avenues of income it is all right to require 
the full valuation. However, where com- 
panies are just starting and building up 
their plant it is impossible for them to 
compete with the older institutions unless 
they use the first year’s premium for ex- 
penses and make up the full reserve later 
on. The only danger from this practice is 
the tendency that may follow in carrying 
the preliminary term too far. This isa re- 
mote danger, however, and one that no 
reputable company will adopt, as its meth- 
ods would at once open it to sharp criticism. 
If the old established companies kept 
within the line for expenses and did not 
encroach on the surplus the young compa- 
nies could nicely compete with them on 
even terms. With the great advantage 
that the old-established companies have, no 
young company, however well managed, 
could compete with them unless it started 
out with a very large surplus. Actuaries 
generally agree that there is nothing le- 
gally wrong nor scientifically incorrect in 
the preliminary term plan. The policy- 
holder cares not a jot how his policy is 
valued so long as the company is sound 
and honestly managed. It is only in jus- 
tice to the young companies that depart- 
ments allow the first year valuation. The 


new companies which have back of them 
good management are a healthful factor in 
the business, and no one wants to see them 
eliminated. The old companies use the 
policy-holders’ surplus without it being 


mentioned in the contract to pay first year’s 
commissions. New companies simply use 
the first year’s premium. As far as the 
moral question is involved there is no dif- 
ference between the two. So far as dis- 
crimination is concerned, there is no more 
in one plan than in the other. Almost all 
life underwriters will agree that the first 
year’s expenses in the way of commissions 
are entirely too high. The small compa- 
nies, however, are not in a position to over- 
come it, and hence a condition confronts 
them, brought on by the old companies 
and continued by them, that the new com- 
panies have to meet. They have not been 
in business long enough to establish a good 
working surplus, and there is no other 
alternative than the preliminary term 
method. Almost all the departments 
think that Superintendent Drake has 
transcended the bonds of wisdom and jus- 
tice in requiring the full legal reserve and 
in not valuing contracts according to their 
terms. 


There are some important errors 
in this article which should not pass 
without correction. The first is in 
stating that Mr. Drake has taken a 
position which is opposed to that of 
all other Departments with the ex- 


ception of Massachusetts. The 
actual facts of the situation are 
these :— 

There is no insurance commis- 


sioner of any State in the Union 
who has ever taken the position 
that an ordinary life and endow- 
ment policy should be valued as 
term insurance for the first year, 
and that is the essential question 
involved. The departments of 
Pennsylvania, Michigan, .Minne- 
sota, and Illinois have held that 
where an ordinary life and endow- 
ment policy contained a preliminary 
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term clause they were legally bound 
to value the policies as term insur- 
ance for the first year. In each of 
these States there are local com- 
panies transacting business upon 
the preliminary term plan, and this 
factor has been influential in deter- 
mining the position of the state de- 
partments. 

The valuation law of New York 
State permits each company to set 
up its own basis of valuation. 
Under this law the commissioner of 
that State recognizes the prelimi- 
nary clause, whatever his individ- 
ual views regarding its soundness 
and expediency may be, and the 
valuations of the New York depart- 
ment are accepted in other states, 
where New York companies are 
doing business, as a matter of gen- 
eral comity; consequently, these 
states have never been called upon 
to pass directly upon the merits of 
preliminary term valuation. 

Two States, Massachusetts and 
Vermont, and one Territory, the 
District of Columbia, have ruled 
against the preliminary term valua- 
tion. In the Boston Standard of 
June 6, the insurance departments 
of Arkansas, Arizona, and Mary- 
land, state that if they were called 
upon to pass upon the matter their 
ruling would be identical with that 
of the insurance departments of 
Massachusetts, Vermont, and the 
District of Columbia. Therefore, 
six state commissioners have re- 
corded themselves against this 
method of valuation, no state has 
ever recorded itself in favor, while 
but four states are recorded as say- 
ing that on their own initiative they 
will ‘‘ recognize’’ the preliminary 
term clause. 

The statement that the majority 


of insurance departments are in 
favor of preliminary term valuation, 
either with or without the term 
clause, is a fallacy which has been 
so often repeated that many — 
among whom we feel sure the 
Western Underwriter is one — have 
been innocently led to believe it to 
be atruth. The significant fact in 
regard to the position of the state 
departments is this: That no one 
of them has been recorded as en- 
dorsing the expedient of preliminary 
term valuation on ordinary life and 
endowment policies. 

The Underwriter is in 
error in stating that ‘‘actuaries gen- 
erally agree that there is nothing 
legally wrong nor scientifically in- 
correct in the preliminary .term 
plan.”’ 


Western 


We do not believe that any actu- 
ary can now be found, except one 
who is employed by a preliminary 
term company, who will say that 
this plan of valuation on ordinary 
life and endowment policies is 
scientifically correct, and not more 
than two or three at the utmost will 
say that it is legally correct. Mr. 
Emory McClintock, the most emi- 
nent American actuary, has de- 
clared in the most unqualified 
terms that this plan of valuation is 
illegal. Among the eminent actua- 
ries who have declared it to be un- 
sound as a life-insurance proposi- 
tion are Messrs. Van Cise, of the 
Equitable Life; Miller, of the Mu- 
tual Benefit; Wells, of the Connec- 


ticut Mutual; St. John, of the 
Etna; Ireland, of the Massachu- 
setts Mutual; and Craig, of the 
Metropolitan. 


Our valued contemporary says 
that there is no moral difference be- 
tween using the reserve for ex- 
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penses and using the surplus for 
that purpose. It seems to us that 
there is an essential difference, and 
that upon this difference must rest 
the whole opposition to the prelimi- 


nary term plan of valuation. The 
difference is in using property 
which belongs to you and that 


which does not. The surplus of a 
company is earned and can be used 
by the management for expense 
purposes. That is one of its par- 
ticular functions. The function of 
the reserve is to create from the in- 
itiation of the contract an interest- 
bearing trust fund to equalize the 
mortality experience of the com- 
pany. This reserve is a charge 
against the individual contract and 
is the property of the individual 
policy-holder so long as he may re- 
main a member of the company. 
The Western Underwriter admits 
that there is a danger in the prelimi- 
nary term valuation if it is carried 
‘‘too far.’’ Does not this danger 
contain the essential objection to 
preliminary term valuation as a 
sound principle of life-insurance ? 
It is either right or wrong to value 
an ordinary life or endowment pol- 
icy as term insurance for the first 
year. Ifit is right to do it for one 
year it is right to do it for two or 
or more. If it is wrong to do it for 
two or more years it is wrong to do 
it for one year. It is merely a dif- 
ference of degree and not of kind. 
We cannot justify the taking of 
property which does not belong to 
us merely because we take only a 
little of it. The character of the 
transaction is ‘always the same 
whether the amount confiscated is 
more or less. The whole substance 
of the decision of the Vermont Su- 
preme Court, upon which the advo- 
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cates of the preliminary term clause 
now rely for their sole support, 
was based upon the asumption that 
the life-insurance reserve was what 
remained after expenses had been 
paid. The scope of the decision 
was not limited to one or any num- 
ber of years, and it justifies the 
companies in doing just what the 
Western Underwriter says would be 
a dangerous practice. 

The Western Underwriter 
that new companies have no other 
alternative than to use the prelimi- 
nary term valuation. Three 
companies have recently announced 
their intention to begin business 
without the preliminary term valu- 
ation : Massachusetts, one 
in New Jersey, and one in Penn- 
sylvania. It is evident that these 
companies have some other alter- 
native than the preliminary term 
plan, and our understanding is that 
this alternative issurplus. In other 
words, in order to do a life-insur- 
ance business it is necessary to have 
surplus, and in the case of a new 
company this must be put up by 
the promoters because it cannot be 
accumulated out of past transac- 
tions. No life-insurance company, 
which subsequently attained suc- 
cess, has ever begun business with- 
out a subscribed surplus. Is it a 
hardship upon the promoters and 


managers of new companies that 
they should be required to put up 
sufficient surplus to insure the suc- 
cess of the project? Would it bea 
wise financial policy upon the part 
of the State to permit new life-insur- 
ance companies to decrease the 
value of their security by using the 
reserve for expenses instead of using 
surplus for that purpose? 


says 


new 


one in 





Note: ‘Through the courtesy of the ‘‘ Western 
Underwriter,” this article was published in its issue 
of July 10. An exhaustive reply thereto appears in 


the ‘ World ” of July 22. 

















UNDERWRITING AND. INVESTMENT PROFITS IN 


LIFE-INSURANCE. 


We are presenting upon the follow- 
ing page a table showing the profits 
earned by twenty-seven American 
life-insurance companies in 1go1r. A 
word of explanation is necessary in 
order that the statistics presented may 
be intelligently studied. 

The table is divided to show profits 
from underwriting separately from 
Un- 


derwriting profit in life-insurance is 


those accruing from investment. 


comprised of three factors, namely : 
gains from interest, mortality, and 

The gain from interest is 
by the 
over the 


expense. 
interest 
required to 


realized excess of 


earned rate 
maintain the reserve after deducting 
taxes and the expense of handling 
funds. 

The gains from mortality are real- 
ized where the actual deaths are less 
than the expected mortality provided 
for in the premium rates charged. 
Gains from expense accrue where the 
actual outgo for expenses is less than 
the loading. 

The first column in the table shows 
the net profit realized by each com- 
pany from interest receipts in excess 
of that necessary to provide for re- 
serve. The second column shows the 
combined gains from mortality and 
expense savings. The sum of these 
two is the third column, which shows 
the total underwriting earnings of the 
company, out of which it may pay 
dividends to policy-holders. 

The percentage columns following 
show, first, the percentage of under- 
writing profit to the net reserves; 
second, the portion of this percentage 
which is realized from interest, and 
third, the percentage realized from 
mortality and expense. 





Having ascertained the underwri- 
ting earnings for dividend purposes 
the table then goes on to show how 
this 
actually returned to 


much of sum each company 
policy-holders 
and how 


in 1901, much of it, if 


any, is retained in hand for future 
distribution. 

In the majority of cases the compa- 
nies have paid out in dividends less 
than the earnings for that purpose, 
amounts in 
The 


twenty-seven companies included in 


and retain substantial 


hand to increasé the surplus. 


the table appear to have an underwri- 
ting profit of $35,420,039, and paid in 
the 
balance of 


dividends during 1go1 sum of 


$23,640,460, leaving a 
$11,779,579 carried to surplus. It 
is an interesting fact that the larger 
portion of underwriting earnings is 
due to interest account, $19,303,486 
having been realized from this source. 
The total gains from mortality and 
most of 


death 


expense were $16,116,553, 


this being from a favorable 


rate. In the case of individual com- 
panies the relative gains from inter- 
est and mortality and expense vary, 
and in a number of cases the gains 
from mortality and expense exceed 
the gains from interest. 

Beside underwriting gains, most of 
the companies realized gains from the 
increased market value of investments 
or profits realized in the change and 
sale of securities. This is an invest- 
ment gain pure and simple; and in 
the opinion of some is not, strictly 
speaking, available for the payment 
of current dividends. 

The columns devoted to the gain 
or loss by investments show, first, the 


gain or loss in bonds and stocks ; and 
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second, in real estate, the third col- 
umn in this part of the table giving 
the total gain from this source. 

An examination of the figures will 
show that some individual companies 
have paid dividendsin excess of under- 
writing earnings, and in a few other 
cases in excess of both underwriting 
and investment earnings. In exam- 
ining the investment account it will 
be noted that the great bulk of the 
gain is made on account of an increase 
in the market value of stocks and 
bonds— $11,747,472 being accredited 
to all the companies on this account. 
On account of depreciation there is 
shown a loss of $3,247,150, due al- 
most wholly to the voluntary marking 
off of values by the companies, no- 
tably in the case of the New York 
Life, which in 1901 marked off the 
total sum of $2,968,727 from its assets. 

There are some interesting differ- 
ences shown between the underwriting 
profits of the various companies, and 
also in gains on investment account, 
and in the proportion of underwriting 
gains paid out by the companies in 
dividends. These differences cannot 
perhaps be better shown than by 
placing together some of the figures 
in the case of the four largest coni- 
panies. The following table shows 
the underwriting gains of these com- 
panies :— 

UNDERWRITING GAINS, 


Dividends Carried to 


Earnings. Paid. Surplus, 
Equitable $6,524,749 $3,756,340 $2,768,409 
Mutual 4,690,904 2,318,028 2,372,876 
New York 4,469,476 3,423,906 1,045,570 
Northwestern 5,456,827 3,611,275 1,845,552 


These figures show that the Mutual 
Life has retained the largest portion 
of its earnings to increase surplus, 
while the Northwestern has spent the 
largest proportion in maintaining divi- 
dends. Next tothe Northwestern the 


New York Life has spent the largest 
proportion of earnings in dividends. 

The following tabulation shows the 
investment gains of the four com- 





panies :— 
INVESTMENT GAINS. 
Bonds and 
Stocks. Real Estate. Total. 

Equitable $1,413,298 $ 564,565 $1,977,363 
Mutual 4,762,236 4,762,236 
New York 3,365,503 —2,968,727 396,776 
Northwestern —604,022 3,584 —600,435 


These figures need some explana- 
tion in order to promote intelligent 
study, particularly in the case of the 
Mutual and the New York Life. 
The Mutual Life gains result most 
largely from the increased market 
values of bank and trust company 
stocks held by that company. While 
its gains upon account of underwri- 
ting are not relatively so large as 
those of other companies, its gain 
upon this particular item of the mar- 
ket value of bank stocks is very much 
larger. The net gain shown in the 
case of the New York Life from in- 
vestments is small because of the com- 
pany’s voluntary action in marking 
off from its book several items of 
assets which it is customary for all 
standard life-insurance companies to 
report. This company’s gain on ac- 
count of the increased market value 
of its assets is very large. 

The table as a whole shows that, 
notwithstanding the increased cost 
of transacting business and the de- 
preciation in interest rates, the com- 
panies are still able to return large 
sums to their policy-holders in divi- 
dends and retain likewise a substan- 


tial amount on account of surplus. 


After providing for all dividends and 
liabilities in 1901 the companies were 
able to carry to surplus account out 
of their gains, both from underwri- 
ting and investment, the large sum 
of $20,279,901. 























JOSEPH A. DEBOER, 
PRESIDENT OF NATIONAL LIFE-INSURANCE COMPANY OF VERMONT. 











THE NATIONAL LIFE AND ITS PRESIDENT. 





The Country School-Teacher Who Became Chief Executive of a Big Life- 


Insurance Corporation. 


BY HENRY 


A Green Mountain village of six 
thousand inhabitants, packed in be- 
tween high -hills and intersected by 
two streams, shelters the home office 
of one of the great, successful life- 
insurance companies of the country. 

The National Life, the largest 
commercial institution the State 
of Vermont, presents the most singu- 


inl 


larly interesting instance of insurance 
It is 
the only company not located in a 


success known in this country. 
populous city. It is the only com- 
have 
influ- 


whose executive officers 
under the 


ence of a metropolitan life; and yet 


pany 


not dwelt direct 
it has thrived and grown proportion- 
ately with the very best. It is one 


of the most progressive companies in 


America, does its business on. the 
most modern plans, and is pushing 
forward to greater and_ greater 


achievements under the most exact- 
ing competitive conditions. 

The more recent growth and pros- 
perity of the National Life is due in 
a great measure to one of those seem- 
ing accidents of nature by which the 
right man is put in the right place at 
the right time. This 
the opportunity suddenly and unex- 


accident was 
pectedly thrust upon a country school- 
teacher to master the science of life- 
insurance, with no preparation other 
than the natural ability had 
shown in every position previously 
occupied, a mind peculiarly adapted 
to the grasp of intricate details, and 
the natural power of command over 
men. 

Joseph A. 


he 


DeBoer came to New 


H. PUTNAM. 

York City from Holland at the age 
of seven. 
could 


He did not understand and 
not speak the English lan- 
From New York City he 
went to Albany, N. Y., attended the 
public schools of that city and ob- 
He 


possessed a quick brain and devel- 


guage. 


tained a knowledge of English. 


oped distinctively scholarly faculties. 
While 


worked for his living. 


obtaining his schooling he 
He was able, 
in this way, to put himself through 
the high school, and then became 
possessed of an ambition to attend 
Dartmouth He 


enough money to start himself 


College. borrowed 
upon 
this course of study, which, together 
with subsequent college expenses, he 
repaid by tutoring. 

inl 


He graduated from Dartmouth 


1884. During his college career he 
made many friends, and attracted the 
attention of instructors and class- 
mates by his unusual mental powers 
and the seeming ease with which he 
grasped the mathematical, economic, 
and sociological problems with which 
his mind was always ready to cope. 
After leaving college Mr. DeBoer 
began to teach. He taught in sev- 
eral places, always rising to a better 
position and invariably showing evi- 
dences of great originality in his 
work and exceptional powers of initia- 
tion. In 1885 he was appointed prin- 
cipal of public schools in Montpelier. 
He became one of the 


young men in the community. 


active 
His 
unusual. 


most 


capacity for work was 


His ability as a thinker and public 
speaker upon the great questionsof the 
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day attracted attention and comment. 
His knowledge and his command of 
language fitted him to cope with the 
best and brightest minds with which 
he came in contact. His personal 
affability, his strong sense of humor, 
mental attainments, self-reliance, and 
force of character placed him in a posi- 
tion of natural leadership. 

In 1889, for the first time since his 
landing at the age of seven, he visited 
New York City. He became so im- 
pressed with metropolitan life, so 
possessed of the conviction that the 
pathway to service lay in the city, 
that upon his return. to Montpelier he 
resigned his position, declined to con- 
sider an increase of salary, and pre- 
pared to seek his fortune in America’s 
greatest business community. 

At this critical period of his career 
he was called before the board of 
directors of the National Life and 
offered the position of actuary. The 
proposition was most unexpected. 
Mr. DeBoer was not intimate with 
the officers of the company. He knew 
nothing about actuarial science, and, 
in fact, told the directors that he did 
not even know what an actuary was. 
They, however, knew the man and 
understood fully his great assimila- 
tive powers and his capacity for mas- 
tering the principles and details of a 
new problem. They insisted that he 
take the position. 

To Mr. DeBoer the suggestion that 
he take up a line of work which he 
had never contemplated, that he en- 
gage in a new profession with which 
he was totally unfamiliar, seemed 
most extraordinary. Nevertheless he 
saw the opportunity with which he 
was faced, and quickly made up his 
mind to accept it. He imposed a 


number of conditions upon the direc- 
tors in regard to opportunities for the 


study of actuarial science and travel 
among the agents of the company in 
order to become familiar with the 
practical details of the business,— 
all of which were accepted. 

Mr. DeBoer then began a system 
of self-instruction in actuarial science. 
from the ground up. He had taught 
others successfully, therefore he knew 
how to teach himself. He devoured 
actuarial books and pamphlets, fed 
his mind upon State reports, and 
consumed midnight oil in reading 
the back numbers of insurance papers. 
His mind worked like a steam-engine, 
ceaselessly. He absorbed his knowl- 
edge rapidly and in large doses. His 
unique powers of mental classification 
helped him to arrange the information 
acquired, and finally to develop an 
orderly method of thought. 

This system of study continued 
until Mr. DeBoer felt that he had a 
clear conception of fundamental prin- 
ciples, and a reasonable knowledge 
of actuarial science and the historical 
development ofthe business. His de 
votion, however, to the mastery of the 
life-insurance profession, —to evolving 
out of the material which he had 
created within himself, not only a 
mathematician, but an underwriter 
in the largest sense of the term,— 
continued. The responsibility which 
was suddenly thrust upon Mr. De- 
Boer, the severe test with which he 
was faced without previous prepara- 
tion other than his own natural abil- 
ity, his capacity for study, his innate 
love for the mastery of new and great 
problems,—all of these circumstances 
have undoubtedly contributed to make 
Mr. DeBoer one of the best-posted 
life-insurance men upon the history 
of the practice and science of life- 
insurance. ° 

During the thirteen years in which 
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he has since been identified with the 
company the business of life-insur- 
ance, both on its commercial and its 
scientific side, has commanded Mr. 
DeBoer’s best thought and most 
careful attention. He has not con- 
fined himself to development along a 
single line as an actuary, but has 
sought to make himself a practical 
underwriter who understands not only 
the basic principles of premium rates 
and reserves, but also grasps the 
problems of field management and 
the control of agents, as well as the 
important investment functions of 
life-insurance. 

Mr. DeBoer very soon showed the 
directors of the National Life that 
their confidence in his capacity for 
understanding and practising actu- 
arial science was not misplaced ; but 
further than this they also discovered 
in him one who had even broader 
executive possibilities in the line of 
practical underwriting. Asa recog- 
nition of this fact he was, in 1897, 
made a director and secretary of the 
company; three years later was ele- 
vated to the position of second vice- 
president, and a year later first vice- 
president. The crowning event of 
his career with the company occurred 
in 1902 when he thade its 
president. 

This is the story of the Vermont 
school-teacher who in thirteen years 
became president of a twenty-three- 
million-dollar insurance company. 
When Mr. DeBoer first entered the 
employ of the National Life he was 
twenty-eight years of age. He is 
now forty-one. He asstimes the full 
executive control of this company at 
a period when his merttal faculties are 
at their highest, wheri he is equipped 
by constant study and actual experi- 
ence to comprehend the nature of 


was 


these responsibilities and administer 
them with judgment and discretion. 
Since 1889, when Mr. DeBoer was 
appointed actuary of the company, its . 
assets have increased from $5,900,c00 
to $23,000,000 ; its insurance in force 
from $39,000,000 to $109,000,000 ; its 
total income $1,780,000 to 
$5,308,coo. This is a gain in thirteen 
of nearly three hundred per 


from 


years 
cent in assets, and about two hundred 
per cent in insurance in force, and in 
income. 

A great share of this gain is due to 
Mr. DeBoer’s underwriting manage- 
ment. He helped to lift the company 
out of a state of unprogressive conser- 
vatism on toa plane of the most mod- 
ern business practices, and has in- 
troduced and inaugurated some of 
the most important changes known to 
American life underwriters. 
in an atmosphere of conservatism, 
which to many might seem provin- 
cial, Mr. DeBoer has, 
been able to obtain a broad and cos- 


Reared 


nevertheless, 


mopolitan view of the life-insurance 
situation. His mind has risen above 
his local surroundings, he has placed 
himself in touch with the full current 
of modern underwriting thought, and, 
indeed, has looked further into the 
future possibilities of life-insurance in 
America than many underwriters who 
have had 
study and observation. 


larger opportunities for 


The company of which he is now 
the head is growing rapidly, is finan- 
cially strong, well officered in every 
department by men who are in close 
sympathy and full accord with the 
president, who himself understands 
and comprehends the detailed needs 
of the business in every department ; 
has a well-equipped agency force, 
and has recently undergone the most 
searching examination which could 
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be imposed upon any life-insurance 
corporation, from which it emerged 
with résults satisfying to the most 
exacting critic. 

The National Life is undoubtedly 
destined to become, under the pres- 
ent administration, one of the most 
successful companies in the country 
from the standpoint of benefit to 
policy-holders. Its tnvestments are 
carefully and intelligently made, and 
its gains fromthese sources are steadily 
improving. Its inspection and selec- 
tion of risks is searching, and the 
profits from mortality to policy-holders 
in the 


are exceptional. As case of 


all companies which are growing 
rapidly and placing large amounts of 
new business, the cost of field man- 
agement is large, but it is now fully 
recognized that as an underwriting 
proposition the accelerating gain of a 
steadily and improving 
plant is certain in time to bring its 
reflex benefit to policy-holders. 


President De- 


increasing 


As an underwriter, 
Boer possesses a most original per- 
sonality. He combines with scholarly 
attainments a capacity for practical 
business management. He _ under- 
stands and keeps his hand on every 
department of the company’s busi- 
ness. He is a tireless worker, and 
encourages those under him to do 
good work. He understands agents 


and their peculiar discouragements. 


Monthly Journal of Insurance Economics. 


He can talk to a body of men in an 
interesting manner hour after hour. 
He is full of profound thought and 
humorous stories. His modes of ex- 
pression are unusual; his gestures and 
pose as a public speaker exceptional. 
He has the saving sense of humor, 
which is so essential to the success of 
men who occupy executive positions of 
great responsibility —that sense of hu- 
mor which preserves physical health 
and mental serenity in the midst of 
the most exacting trials. 

President DeBoer not only has in- 
teresting philosophical views of life, 
but he is also a close observer of the 
fountain springs of human motives — 
in a word, he not only understands 
himself, but he understands 
He is ambitious to perform 


men. 
good 
service, but he does not desire great 
wealth. He isa man of high ideals 
and fine sentiments. The full force 
of his strong personality is always 
thrown in favor of integrity, justice, 
and truth. He does not invite con- 
troversy, yet he loves a fight in which 
intellect isthe weapon. Consequently 
he does not shirk a battle when it is 
thrust upon him. He is a man whose 
private and domestic virtues comply 
in every respect with his public acts. 
The world has already 
heard much Mr. DeBoer. It 
will hear more. 
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- London and Globe 
Insurance Company 


OF LIVERPOOL, ENGLAND. 


A STOCK COMPANY. 
Established 1836. Entered United States 1848, 


45 WILLIAM STREET, 
NEW YORK CITY. 


ANNOUNCEMENT 


The 1902 Edition of 


BROWN’S 
Complete Digest of Interest, 
Surplus Earnings and Expenses 

In Life-Insurance, 
REVISED, IMPROVED, EXTENDED, 


will be published on or about August 10. 








NOW READY. 


Chart of ‘Essential Statistics,” 


Twenty-four Companies. 


STATEMENT UNITED STATES BRANCH, 
JANUARY 1, 1902. 
. $10,316,391 
5,716,274 
4,600,117 


Assets 
Liabilities . 
Surplus 


Single Copy, 25 Cents. 


HENRY W. EATON, Resident Manager. 
GEORGE W. HOYT, Deputy Manager. 
JOHN J. MARTIN, Agency Superintendent. 


BENJAMIN F. BROWN, 
Author and Publisher, 
Ashmont, Boston, Mass. 





PHENIX 
INSURANCE 
COMPANY 


OF BROOKLYN, N. Y. 


Has removed to its New Office, 


No. 68 WILLIAM ST., 
New York. 








Justice and Satisfaction 


in dealing with both Agents and Policy-holders— 
fairness coupled with invariable honesty of pur- 
pose. These are the endeavors of the management 
of the Union Mutual in all transactions. And 
Promptness is another Home Office motto — 
prompt answering of letters, prompt issuing of 
policies, prompt settlement of claims. 
Always a place for reliable, capable Agents. 


Union Mutual Life Insurance Co. 


Portland, Maine. a ‘"™crpprste¢ 
FRED E. RICHARDS, President. 
ARTHUR L. BATES, Vice-President. 


Address either 
EDSON D. SCOFIELD, Sxft., 1110 Am. Tract 
Society Bld’ Bs 152 Nassau St., New York City. 











THORNTON CHASE, Suft , 84 Adams St., Chicago, 
Ii, 














NORTHERN 
ASSURANCE 





fe Insurance(@mpany 


OF NEW YORK 


NCREASE 


8.33 
8.25 
16.36 


4.57 


(oy 0), 10] ae -| >) - 91) 
$13.370.863 
$11.103.912 


COMPANY 


OF LONDON. 


Eastern and Southern 
@ Departments, 
33 PINE ST., NEW YORK. 


George W. Babb, Manager. 
T. A, Ralston, Sub-Manager, 


ADMITTED ASSETS 
POLICY RESERVE. & 
DIVIDEND-ENDOWMENT FUND $ 856.819 
CONTINGENT FUND $ 100.000 
NET SURPLUS $ 1.310.132 


INSURANCE IN FORCE $59,646,669 10.31 | 














fEtna Life Insurance Co. 


OF HARTFORD 
CONNECTICUT 


MORGAN G. BULKELEY, President. 


$60,000,000 Assets. Paid to Policy- Holders, $126,000,000 ; 





THE LARGEST COMPANY IN THE WORLD 
Writing Life, Accident, Health, and Employers’ Liability Insurance. 





MOST DESIRABLE CONTRACTS OFFERED TO AGENTS 





The A&tna Life issues 3%, 4%, and 5% Gold Bond Contracts. 
Life Policies become Endowments at the Age of 85. 
Non-Participating Contracts at Low Rates. 


All A&tna Policy and Bond Contracts have Liberal Extension Loan and Cash Values, and are without restrictions 
after one year, except for army and navy service. They contain many attractive and popular working features, including 


that of allowing 


DIVI DEN DS on Participating Policies to Accumulate at Interest for the purpose of reducing the number of 
Payments or shortening an Endowment Term. 


Written upon the most liberal forms of policies, including the forms 
ACCI DENT INSU RANCE of other leading Companies if desired. 





Application for an Agency should be made to the Home Office 
at Hartford, Conn., or at one of its General Agencies. 





What is the use of saying ‘‘the best 
company,’’ or ‘‘the strongest com- 
pany,’’ or ‘‘the largest company ’’ ? 

They all say these things. 

We say simply 


The Penn Mutual 


Life-Insurance Company 


of Philadelphia. 
Organized 1847. 


That tells the whole story. 





“The Leading Fire Insurance Company of America" 


2 





WM. B. CLARK, President. 


W.H. KING, Secretary. E.O. WEEKS, Vice-Prest. 
A.C. ADAMS, HENRY E. REES, Asst. Secretaries. 





The + 
National 

Geo. E. Kendall, 
Assurance yeis=~ 


Hartford, Conn. 


Company 


OF IRELAND. 
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THERE, are Particular, 
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Logical and Sufficient Rea- 
sons —which you may have 


Hiccident | sons which yc 
Dealth. Me Why 


The Daciic Mutual Life Insurance Co, 


OF CALIFORNIA (Incorporated in 1868) 


is the Best Company to Insure in and, conse- 
quently. the Best to Represent. 

A word from you and we will tell you some- 
thing exceedingly interesting, 


Home Office : 
SAN FRANCISCO, CAL. 


€CEECEEEEECEEEECECEE 


Eastern Office: 
: 174 BROADWAY, N. Y. 
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